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KEY ECONOMIC INDICATORS 
GERMAN DEMOCRATIC REPUBLIC 
(1)° 


All values in million-GDR marks unless otherwise noted 


Planned 
(3) % Change % Change 
1979/78 1980/79 


1978?) 1979 


Produced National Income 161,140 167,580 4.0 4.8 
Industry Investment 25,860 26,894 4.0 2.4 
Total Investment 50,800 52,019 3.4 


Retail Trade Turnover, 
Food Products 47,301 48,578 334 


Retail Trade Turnover, 
Manufactured Goods 45,190 46,862 


Electric Power Production (Gwh) 95,963 96,818 


Productivity of Industrial Workers 


ESTIMATED FOREIGN TRADE (in million US $) (4) 
Exports to Communist Countries 11,061 
Imports from Communist Countries 11,418 
Exports to non-Communist Countries 3,794 


Imports from non-Communist Countries 4,920 


The GDR mark (M) is a non-convertible currency officially pegged at 1:1 with 
the West German mark (DM). The GDR mark's relation to the U.S. dollar is 
subject to the fluctuation in the dollar-DM ratio. The official equivalency 
of 1 M equals 1 DM does not accurately reflect actual purchasing power 
relationships, which various West German and Swiss banks estimate at 
approximately 4 M or 5 M equal 1 DM. 


Some figures differ slightly from those reported in previous Trends Reports 
due to revisions by GDR Central Statistical Administration. 


Preliminary approximations subject to later refinement. 
Source: DIW Wochenbericht 6/80. GDR foreign trade figures are denoted 


in an accounting unit known as Valuta Marks (VM) and converted to dollars 
at the rate of $1 = 3.11 VM. 





SUMMARY: GDR Seeking a More Efficient Economy 


The economy of the German Democratic Republic continued to grow 
during 1979 and throughout the first half of 1980, although at 
lower rates than in previous years. The economic problems facing 
the GDR in the 1980's will be the same as those affecting other 
Eastern European economies: rising costs for raw materials, a 
need to increase hard currency earnings, and pressures for in- 
creased technical advancement and worker productivity. The GDR is 
trying to meet these challenges through a multi-faceted program 
aimed at creating a more efficient economy. 


The main themes for strengthening the industrial and foreign trade 
sectors in the next 3-5 years can be read from the GDR's direc- 
tives launching the preparation of the 1981 plan. First and fore- 
most is an emphasis on rapid scientific and technological advance- 
ment, to be given an especially high priority in the energy, chem- 
ical, and metallurgical sectors. Research and development, includ- 
ing closer cooperation between research institutions and produc- 
tion organizations, should lead to higher-quality production and 
is to be stressed. 


A second and pervasive theme running throughout GDR society is 
energy and raw materials conservation. A third theme concerns the 
maximum effective utilization of limited investment funds to 
achieve greater efficiency in the production process. This effi- 
ciency is further defined to mean boosting the level of technology 
in the production process and in the products coming off the pro- 
duction line, in contrast to boosting output per se. 


The directives also call for reducing down time, for increasing 
worker safety and improving the work environment, and for greater 
use of electronic data processing. Special efforts are to be made 
to improve the quality of consumer goods, and to increase the pro- 
duction of those new products which are in great demand. These 
goals in the domestic economy are accompanied by an even stronger 
emphasis on the export sector than in previous years. 


CURRENT ECONOMIC SITUATION AND TRENDS 


Lower Growth Rates, Higher Prices 


A trend toward lower growth rates, which has characterized the cen- 
trally planned GDR economy throughout the latter years of the 1970's, 
continued in 1979, and is expected to carry over into 1981. Pro- 





duced national income (PNI), a measure of material production used 
by the East European countries as a general yardstick of economic 
growth, grew an estimated 4 percent in 1979. This would mean a 

4.1 percent average yearly growth in PNI during the first four 
years of the 1976-80 five-year plan, compared to the average rise 
of 5.4 percent per year during the 1971-75 five-year plan. Even 

if the 1980 target of a 4.8 percent increase is met, overall per- 
formance will fall short of the 5 percent yearly growth in PNI 
originally foreseen for the present five-year planning period. 


The GDR's position as a highly industrialized, processing economy,, 
importing raw materials and exporting finished goods, has contrib- 
uted to this slowdown. With extremely limited natural resources of 
its own, the country finds itself pressed by rising world prices 

for raw materials and has been unable to increase its export earn- 
ings enough to completely offset this pressure. Embassy estimates 

of the GDR's foreign trade deficit in 1979 are presented in the 
table accompanying this report. Although the available official 
statistics contain few details on exports and imports, most analysts 
agree that the GDR's trade balance vis-a-vis non-Communist countries 
deteriorated in 1979. 


The impact of rising raw material prices in the 1970's would have 
been even greater had not the GDR been somewhat insulated from 
market fluctuations by the favorable terms under which it purchases 
basic resources from the U.S.S.R. The GDR relies very heavily on the 
Soviet Union as a source of raw materials. For example, approximate- 
ly 90 percent of the GDR's oil and 85 percent of its cotton come 
from the U.S.S.R. The cost of these and other commodities has been 
determined by the formula of a five-year moving average of world 
prices, used in trade between member countries of the Council of 
Mutual Economic Assistance (CMEA). While this formula protected 

the GDR from sudden price shocks through the mid-70's, the high 
prices of 1975 and later years had been fully incorporated into 

the formula by the end of the decade and are now affecting the 

GDR economy. The formula again served as a buffer against sudden 

Oil price hikes in 1979, when OPEC prices were raised sharply, but 
these will also work through into the formula in due course. 


The GDR's inability to fully offset its rising costs through in- 
creasing export earnings is partly due to the scarcity of available 
economic inputs which can be used to increase production for export. 
The country has been suffering from a labor shortage, and its aging 
industrial plant has little excess capacity. While the GDR has been 
investing in new capital plant with an eye toward producing more 





export products, financial resources available for such investment 
are not adequate to meet the needs. Furthermore, the share of na- 
tional product slated for new investment will decline in the near 
future; total GDR investments in 1980 are not expected to exceed 
the level of 1979 and may even be slightly lower than 1979. During 
the first six months of 1980, investment activity was held to the 
first-half 1979 level, although a greater share was given over to 
investments to improve industrial capacity and efficiency. 


On the domestic front, the GDR economy has likewise entered a giffi- 
cult period. The GDR leadership is publicly committed to raising 
the living standard of the populace. This has in fact been the 

case throughout the last decade, as the average monthly income of 

a production worker has risen by over 30 percent since 1970. One 
can infer from official GDR statistics that through the mid-70's 
most of this increase was soaked up by the purchase of basic con- 
sumer durables such as refrigerators. However, the demand for 

many of these durables has leveled off as more and more families 
have found their basic needs satisfied. At the same time, family 
income has continued to rise and consumer prices have remained 
relatively stable, largely because of government subsidies. This 
has led to increased consumer demand for "luxury" goods, which 

has not been met due to the need to direct resources toward pro- 
duction for export and the slow response of the centrally planned 
economy to market conditions. This excess of demand over supply 

has led to internally generated inflationary pressure to go along 
with the external price pressures from abroad. A change in pricing 
policy introduced at the end of 1979 provides higher prices 

for most consumer goods except those classified as basic necessities. 


Agricultural Performance 


The GDR has developed a collectivized form of agriculture but has 
not embarked on a program of development of large integrated state 
farms. Some steps toward decentralization of decision-making have 
been taken, and official encouragement has been given to the 5 per- 
cent of GDR agriculture represented by small private plot produc- 
tion. The GDR is planning animal-producing units with optimal num- 
bers of 2,000 cows, 18,000 beef cattle, and 50,000 swine. The aver- 
age size of the plant-producing collectives will remain at 5,000 
hectares. GDR agriculture relies on heavy use of irrigation, pesti- 
cides, fertilizer, advanced mechanization, aviation, and scientific 
methods, although progress in these areas is slowed by both budget- 


ary and energy restraints. 





Despite poor grain and oilseed crops in 1979, the livestock sec- 
tor continued to expand moderately in the latter half of 1979 and 
early 1980, especially swine and egg production. Mid-1980 statis- 
tics indicate both a net buildup of herds and flocks and a very 
modest increase in meat, milk, and egg production. This increase 
in production capacity for the coming year and the present in- 
crease in livestock products rely to some degree upon increased 
imports of mixed-feed ingredients, particularly from the United 
States. With foundation stock up, as well as the above-mentioned 
feeder stock, it appears that meat producers may be gearing up 

for increased production in the near future. At least part of such 
an increase is likely to go into the export market as no signifi- 
cant growth in per capita meat consumption in the GDR is anticipated. 


Although GDR consumers do not have the wide selection of food prod- 
ucts available in the West, availability of most items is excellent 
in comparison with other East European states. At about 87 kilos 
per capita, annual meat consumption is close to levels achieved in 
advanced western countries. Better cuts, however, are often hard 

to find because much top-quality meat is exported. Annual per capi- 
ta butter consumption of 15 kilos is second only to New Zealand. 
Fruits, vegetables, and prepared foods are generally less readily 
available in good quality and selection. 


The GDR depends on imports of wheat and feedstuffs to meet its 
domestic requirements. About 3 million m.t. of grain and 1 million 
m.t. of protein meals are imported annually. The GDR also imports 
about 200,000 m.t. of sugar, some vegetable oils, hides and skins, 
and fruits and vegetables on a seasonable basis to fulfill its con- 
sumer and industrial requirements. 


The GDR exports significant amounts of agricultural products. It 
exports about 400,000 m.t. of grain--mostly to the Federal Republic 
of Germany (FRG) under terms of the Inner-German Trade Agreement. 

It also exports large amounts of live slaughter animals, beef, pork, 
lamb, and other animal products to the FRG, as well as to West Ber- 
lin and other countries in the EC and in Eastern Europe. The Em- 
bassy estimates that the value of these exports is sufficient to 
more than cover the cost of the imported foodstuffs. 


Financing a Key Factor 


The GDR publishes no data on foreign indebtedness. A U. S. Depart- 
ment of Commerce staff study estimates that the country's gross 
hard currency debt to the West was $10.1 billion at the beginning 





of 1980, up from $5.2 billion in 1975. This figure includes the DM 
850 million (approximately $485 million) "swing credit" with the 
Federal Republic of Germany, an interest-free overdraft facility. 
As of mid-1979, debt held by American banks totaled approximately 
$1.1 billion. The Commerce Department study also estimates that 
the GDR's debt service ratio went from 25 percent in 1975 to 51 per- 
cent in 1979. 

The GDR has engaged in all types of borrowing with Western banks-- 
short- and medium-term loans with individual banks, as well as 
larger long-term syndications. Long-term government-to-government 
credit understandings have been arranged with Austria, Belgium, 
France, Italy, and Japan, all of which extend official export-pro- 
motion credits to the GDR. These credit framework arrangements 
generally provide for favorable terms at the OECD consensus inter- 
est rates which may be as low as 7.75 percent for certain major 
project loans. Suppliers from the FRG also enjoy a competitive ad- 
vantage through the afore-mentioned swing credit facility. 


The hard currency borrowed by the GDR in the late 1970's went to 
cover the country's trade deficit and to finance imports of capital 
equipment and industrial goods from the West. The extent to which 
the GDR will be able to import from non-CMEA countries the invest- 
ment goods it needs will depend on the country's ability to improve 
its trade balances with the West and attract new loans. The GDR 
will almost certainly have to turn to the market for more large 
syndicated borrowings during the current year, not only to finance 
imports but probably also as a means of rolling over previous loans. 


United States firms bidding on major projects in the GDR can expect 
to encounter constant pressure from the GDR side, which will be 
hammering out the most favorable financing terms it can get. In the 
home stretch, the financing and the price factor may be decisive in 
determining which firm will get the contract. Technical considera- 
tions, while important, will not be the final determinant. 


Short-Term Outlook 


The GDR's problems in obtaining raw materials to feed into its econ- 
omy are likely to become more pressing. It is becoming increasingly 
apparent that the GDR cannot count on supplies of all key materials 
from the Soviet Union to increase (or, in some cases, even to stay 
at the same level) in the coming years. For example, yearly Soviet 





oil deliveries for the years 1981-85 will be frozen at the 1980 
level. This turn of events may push East Germany toward increased 
purchases on world markets where, of course, it will be paying 
higher world market prices. In addition, prices for those raw ma- 
terials which can still be bought from the U.S.S.R., most notably 
oil, will increase as the higher world prices of the late 1970's 
become incorporated into the CMEA running average pricing formula. 
The GDR's concomitantly rising, import bill will make it difficult 
for the country to allocate substantial sums to investment in new 
productive capacity for export production. 


In order to keep down its import bill, the GDR will intensify its 
efforts to conserve imported raw materials, especially fuels, 
whenever possible. In the energy sector, greater emphasis will be 
placed on the one natural resource the GDR does have in large 
quantities, lignite coal, and the nuclear power program will be 
pushed as quickly as possible. 


To help conserve scarce hard currency, imports of basic materials 
will be paid for with manufactured goods or by undertaking con- 
struction projects in supplier countries whenever possible. In this 
same vein, the GDR will continue to try to pay for imports of equip- 
ment and technology from Western countries through counter-trade 

and buy-back arrangements. Managers of GDR enterprises have been 
warned that every contemplated hard currency import must be care- 
fully evaluated to make sure that it is absolutely necessary. 


The watchwords in the campaign to increase export earnings are pro- 
ductivity" and "quality." The GDR posted a 4.4 percent increase in 
industrial labor productivity in 1979, and a further increase of 
4.5 percent is called for in 1980. Research institutes and indus- 
trial enterprises are being encouraged to cooperate more closely 

in the development of more efficient production techniques and to 
accelerate the application of research findings to the production 
line. 


Factory managers will be urged to shift as much of their production 
and investment as possible to exportable high-quality products, 
designated as "Q" products. Ramifications of this policy were al- 
ready felt in 1979, when production of "Q" products increased by 

20 percent, and further progress was registered in the first half 
of 1980. The priority in favor of exportable goods will probably 
have an impact on the supply of consumer goods for the domestic 
consumers. Since the GDR Government seems to be still committed 

to a policy of increasing family income, the gap between domestic 





demand and supply could become more acute. To help siphon off some 
of this liquidity and in order to avoid multiplying shortages of 
consumer goods, the GDR has opted to allow some prices to rise in 
order to counter excess demand. In December of 1979, a new pricing 
policy was articulated which divided consumer goods into basics, 
standard goods, and luxury products. Prices of basics, such as 
rent and bread, will be kept at their present low level through 
subsidies. 


IMPLICATIONS FOR THE U.S. 


Agricultural products comprised over 90 percent of all U. S. exports 
to the GDR in 1979, and this trend of recent years is expected to 
continue in 1980 and 1981. The total value of 1979 U. S. agricultural 
exports to the GDR was about $370 million. The value of agricultural 
products purchased from the United States should increase in 1980, 
possibly to as high as $400 million. These exports are likely to in- 
clude about 2,000,000 m.t. of corn, about 500,000 m.t. of wheat, 
about 500,000 m.t. of soybean meal, and about 100,000 m.t. of grain 
sorghum. 


As far as non-agricultural trade is concerned, the GDR will be a po- 
tentially lucrative market for those U. S. exporters who can help 

the country meet its twin goals of conserving resources and maximiz- 
ing productivity. This will be particularly true for companies offer- 
ing technology or equipment applicable in export-related GDR indus- 
tries, such as chemicals or machine tools, where the bulk of new 
investment will be targeted. For example, companies producing high- 
technology production monitoring and process control instrumentation, 
as well as data processing equipment, may find markets among GDR 
enterprises that wish to set up stiffer controls over material inputs 
and product quality. Producers of energy-saving manufacturing equip- 
ment or industrial robots (automation equipment) allowing for man- 
power reductions should also be able to find customers in the GDR. 


The 1981-85 five-year plan now being formulated will probably contain 
provisions for the purchase of turnkey plants aimed at producing 
goods for export or consumer "luxury" items. While American companies 
will be able to bid directly for such contracts, even those projects 
awarded to firms from other countries may offer U. S. companies an 
opportunity for spin-off sales and other sub-contracts. This has been 
true in a number of major projects already undertaken by the GDR. 





The GDR will probably continue to be a significant supplier of 
manufactured chemicals to U. S.-based multinational firms. The 
GDR will also continue to promote sales of its traditional exports 
to the U. S.; printing presses, manual typewriters, and machine 
tools. In addition, the GDR will continue its efforts to sell li- 
censes in certain areas of technical expertise, such as open-pit 
mining and coal gasification. 


The U. S. Department of Commerce will organize a major exhibition 
at the Leipzig Spring Fair in March 1981, featuring industrial 
electronics and instrumentation in the process industries. AU. S. 
video catalog exhibition at the 1980 Fall Fair is devoted to the 
plastics production industry. During the first week of September 
1980, the U. S. and GDR bilateral Trade and Economic Councils, 
composed of leading decision-makers in industry and commerce, are 
meeting in Leipzig and Berlin to discuss further strengthening of 
commercial relations. 
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LOOKING FOR A GOOD 


market 


research 
tool 


INDEX TO FOREIGN MARKET REPORTS 
can be such a tool. Published by the U.S. 
Department of Commerce, it lists a wide 
variety of documents containing a wealth of 
information for the overseas marketer. The 
Index catalogs spot news and timely surveys 
of industrial, community, commercial, or 
economic conditions in more than 100 coun- 
tries. 

Included is all in-depth market research 
performed by Commerce's Export Develop- 
ment offices in support of the Department's 
trade promotion programs. 

About 50 reports, sent to Washington by 
U.S. Embassies and Consulates abroad, 
are received and indexed each month. 


Annual subscription for 12 issues of the 
FMR Index is $10. Subscribers to the Index 
will be charged between $2 and $10 for 
documents depending on their length. 


For additional information 
or to subscribe, write 


National Technical Information Service 
U.S. Department of Commerce 

5285 Port Royal Road, 

Springfield, Virginia 22161 

Telephone: (703) 487-4630 


or your nearest 
U.S. Department of 
Commerce District Office 


or 
International Trade Administration 
Export Communications—Room 4009 
Attn: FMR index 

U.S. Department of Commerce 
Washington, D.C. 20230 

Telephone: (202) 377-2373 
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TAKE A 
TOUR OF 
POTENTIAL 
MARKETS 


WITH 
OVERSEAS 
PO Ls 
REPORTS 


TRAVEL with Overseas Business Reports 
(OBRs)—60 a year—to get detailed information on 
overseas trade and investment conditions and 
opportunities. 


SEE the OBR Marketing In series for information 
about a selected foreign country’s 


trade patterns 

industry trends 

distribution channels 

transportation facilities 

trade regulations 

prospects for selected U.S. products 


SEE the OBR Market Profile series for an economic 
digest of countries in a particular marketing region. 
Take a look at the country’s 


e foreign trade 
foreign investment 
finances 
economy 
basic economic facilities 
natural resources 
population 


SEE the OBR World Trade Outlook series for a twice- 
a-year analysis of U.S. export prospects to al/ major 


trading countries. 


VIEW other special reports such as: 


© Appraisal of China’s Foreign Trade Policy 

e Basic Data on the Economy of the Soviet Union 

e A Business Guide to European Common Market 

e A Guide to End Users and Research Organizations 
in Hungary 

e Quarterly statistics reports on U.S. foreign trade 


START your tour now for only $40 a year by mailing 


the coupon below. 


(Single copies are available tor $1.25 each from the Publication Sales Branch, Room 1617, 
U.S. Department of Commerce, Washington, D.C. 20230.) 


(please detach here) 


SUBSCRIPTION ORDER FORM 


ENTER MY SUBSCRIPTION TO OVERSEAS 
BUSINESS REPORTS at $40 a year. 
Add $10 for foreign mailing. 


Send Subscription to: 


its possessions. 


NAME—FIRST, LAST 


No additional postage is required for 
mailing within the United States or 


(0 Remittance Enclosed 
(Make checks payable 
to Superintendent of 
Documents) 


( Charge to my Deposit 
Account No. 


COMPANY NAME OR ADDITIONAL ADDRESS LINE 


STREET ADDRESS 


STATE 


MAIL ORDER FORM TO: 
Superintendent of Documents 
Government Printing Office 
Washington, D.C. 20402 





